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Introduction and Organization 

This study seeks to analyze the 
resurgence in popularity of regional 
economic integration schemes in the Third 
World. In the last few years, a plethora of 
new economic integration efforts among 
developing countries have been proposed, 
including the Southern Cone Common 
Market (Mercosur), the ASEAN Free Trade 
Agreement, and the Group of Three. 
Attempts are also being made to revive a 
number of pre-existing organizations, 
including the Caribbean Common Market 
(CAR1COM), the Central American 
Common Market (CACM), and the 
Andean Pact. In addition, a number of 
economic integration proposals have been 
advanced which comprise both developing 
and industrialized countries, namely the 
North American Free Trade Agreement 
(NAFTA), the East Asian Economic Caucus 
(EAEC) and the Enterprise for the 
Americas Initiative (EA1). 

Economic integration is not a new 
phenomenon in the Third World, as 
substantial efforts were made during the 
1960s and 1970s towards establishing 
regional markets. Understanding the basic 
elements of these previous integration 
experiences is essential, as it aids in 
assessing the future effectiveness of 
current developing country integration 
efforts. Consequently, the first half of the 
study is a historical analysis of Third 
World economic integration schemes that 
were attempted in the 1960s and 1970s. 
Section one provides a brief outline of the 
underlying motivational factors which led 
to integration proposals during this period. 
The second section describes underlying 
structure of the eight most significant 



developing country trade pacts of that 
period. Because none of these eight 
integration schemes were able to achieve 
significant gains, section three then seeks 
to detail the factors which led to their 
failure in order to determine their common 
structural deficiencies. 

The second half of the paper deals 
with the ascendance of economic 
integration among Third World countries 
in the 1990s. Section four articulates the 
new rationale that exists for economic 
integration among developing countries. 
The drive towards economic integration in 
the Third World is analyzed in terms of 
being both a defensive reaction to the rise 
of regionalism in the industrialized world 
as well as an attempt to move away from 
inward-oriented development strategies. 
Section five then presents a short 
description of the Third World integration 
schemes that have emerged in the 1990s. 
The final section uses the evaluative 
framework that was developed in section 
three in order to test the efficacy of the two 
most advanced integration schemes of the 
1990s: Mercosur and the ASEAN Free 
Trade Agreement. The structures of these 
two agreements are assessed in order to 
see whether they have avoided the 
problems that befell previous integration 
efforts. 

Underlying Rationale for 
Regional Economic 
Integration in the 1960s and 
1970s 

The roots of regional economic 
integration efforts in the Third World are 
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intimately related to the quest for 
economic development. Economic 
integration came to be seen as an 
important element of the Third World's 
development strategy largely because of 
the way the region viewed the 
international economic system during the 
1960s and 1970s. At this time, the 
international economy was seen as having 
been disadvantageously constructed to the 
interests of the Third World. As will be 
seen, this world view resulted in the 
adoption of a particular approach to 
development, namely import substitution, 
which precipitated the need for regional 
economic integration. 

In 1950, Raul Prebisch brought 
forth the influential theory of declining 
terms of trade faced by the Third World. 
Prebisch's theory posited that the 
international economic system was set up 
in such a way that industrialized countries, 
the "Center", were becoming steadily richer 
while countries in the Third World, the 
"Periphery", were growing gradually 
poorer. 1 Prebisch maintained that exports 
from the Third to the industrialized 
countries were gradually being reduced in 
price while Third World imports from 
industrialized countries were becoming 
steadily more expensive. Such a pattern of 
trade was seen as the result of colonial 
trade patterns set up to supply the 
industrialized countries with raw materials 
while using the Third World as a market 
for finished products.^ Prebisch argued 



*dos Santos, Theotonio. "The Structure of 
Dependence." American Economic Review. Vol. 
60, 1970, p. 231. 

^Cardoso, Fernando and Enzo Faletto. 
Dependency and Development in Latin 



that the industrialized world's demand for 
raw materials had a long-term downward 
tendency, due to both low income- 
elasticity demand for raw materials and 
the development of synthetics.^ He also 
contended that "the benefits of 
technological process in the industrialized 
world went to higher wages and profits 
rather than into lower prices."^ 

The Third World's limited 
economic power relative to the 
industrialized countries made it impossible 
to restructure the international economic 
system more advantageously through 
negotiations. 5 As long as the Third World 
remained part of this exploitative 
international system, it was argued that the 
gap between rich and poor would continue 
to widen. In order to be able to develop, 
there was general consensus throughout 
the Third World that policies would need 
to be implemented to promote domestic 
industries. Most economic policy makers 
felt that the patterns of trade that Prebisch 
described were merely a reflection of 
comparative advantages that had been 
artificially imposed by colonialism. 6 
Comparative advantages were not seen as 
unalterable, however, and various 



America . 1979. Berkeley: University of 
California Press. 

^Hirschmann, Albert. "Ideologies of 
Development in Latin America", in Latin 
American Issues: Essays and Comments . 1961. 
New York: Twentieth Century Fund, p. 15. 
^Mitchell, Christopher. The Role of Technocrats 
in Latin American Integration . Inter-American 
Economic Affairs, Summer 1967. 

^Baer, Wener. Die Economics of Prebisch and 
ECLA . Economic Development and Cultural 
Change, January 1962. 

^Isbister, John. Promises Not Kept . 1990. Santa 
Cruz: Merrill College, p.43. 
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programs were consequently designed to 
try and raise the competitive position of 
Third World countries. 

Import substitution was the central 
policy that was adopted to reverse the 
declining terms of trade, as the most 
logical way seen to rectify the problem of 
imports that were becoming steadily more 
expensive was to have the domestic 
economy produce those goods. Using 
import substitution, it was believed that 
developing countries could foster efficient 
industries. The advocates of import 
substitution knew, however, that there 
would initially be substantial trade 
diversion, the process whereby efficient 
external suppliers are replaced by 
inefficient, domestic ones. However, it 
was felt that the inefficiency would only be 
temporary. What was essential was that 
embryonic industries be protected long 
enough so that they could benefit from 
'learning effects'. As learning effects 
influenced the production process, 
planners felt that inefficiencies would be 
steadily reduced. Thus, it was felt that 
while the cost of static (immediate) trade 
diversion would high, that the cost of 
dynamic (long-term) trade diversion 
would be minimal. In fact, it was 
eventually hoped that some of the 
industries would become efficient to point 
that they would have a comparative 
advantage with the rest of the world, 
thereby reversing the declining pattern of 
trade. 

The first phase of import 
substitution achieved a number of 
significant successes. The industries that 
most developing countries initially 
protected were ones they were not 
significantly uncompetitive in, such as 



basic consumer goods. These industries 
were largely labor intensive, and were 
therefore compatible with the factor 
endowments of developing economies. In 
addition, international competition during 
this period was drastically reduced as a 
result of the interruption of trade from 
Europe due to World War 11. 

Consequently, these industries could 
prosper under relatively low levels of 
protection, which limited the drain on 
public resources.? 

Import substitution ran into 
significant problems, however, during its 
second phase when countries began to 
protect industries other than labor- 
intensive products. Severe inefficiencies 
resulted when countries began to promote 
industries that were more technologically 
based, especially capital goods. The main 
constraint on producing technological 
goods was that domestic markets were too 
small to set up plants that were large 
enough to reap economies of scaled Even 
large developing countries, such as Brazil, 
had markets that were too limited to be 
able to produce these goods efficiently. 9 

Achieving economies of scale was 
imperative, since the technology that was 
used for these goods was designed to serve 
very large production runs.^® Many of 



?Baer, Wener. Import Substitution and 
Industrialization in Latin America: Experiences 
and Interpretations . Latin American Research 
Review, Spring 1972 

^Teitel, Simon. Economies of Scale and Size of 
Plant: The Evidence and the Implications for 
Developing Countries. Journal of Common 
Market Studies, Vol. 13, 1975 
9 Gm1ob and Faletto , p. 5 
^Inter-American Development Bank. 1984. 
Economic and Social Progress in Latin America: 
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these second phase industries were not 
indigenous to the economies of the region, 
which necessitated a reliance, at least 
initially, on first world technology. 

Without economies of scale, import 
substitution would be extremely 
ineffective, since the industries would 
always be greatly inefficient. ^ Rather 
than than promoting development, such 
industries proved to be a huge drain on 
countries' resources. 

Because dependency theorists were 
still ascendant at this time, there w r as a 
great reluctance to abandon import 
substitution. It was this effort to maintain 
the policy of import substitution which led 
to the plans for regional economic 
integration that were enacted in the 1960s. 
Regional economic integration seemed the 
only means to achieve economies of scale, 
while still continuing the policy of import 
substitution.^ 2 it was argued that by 
aggregating a number of different 
economies, there would be enough 
consumers that producers would be able to 
produce in an efficient manner. 



Attempts at Regional 
Economic Integration by 
Developing Countries During 
the 1960s and 1970s 

In this second section, eight 
attempts at Third World economic 
integration that occurred during the 1960s 



Economic Integration . Washington DC. Inter- 
American Development Bank, p. 11. 

^ ^ Teitel . 

!“ lnter-American Development Bank , p. 16 



and 1970s will be reviewed. These eight 
treaties are only a partial list of integration 
proposals, however, as there were literally 
dozens of formal groupings that were 
ratified during this period. Nevertheless, 
only a subset of integration efforts require 
reviewing. The purpose of this section is 
not to understand the full range of 
previous integration efforts, but instead 
only those that can help to either explain or 
evaluate current integration efforts that 
have been initiated in the 1990s. There are 
therefore two categories of Third World 
integration efforts which will not be dealt 
with in this paper. 

The first category that will not be 
reviewed are the large number of Third 
World integration efforts which never 
achieved any results whatsoever. Because 
these groups essentially existed only on 
paper, there is not much to learn from their 
experiences. This category includes the 
East African Economic Community, the 
Central African Economic and Customs 
Union, the West African Customs Union, 
the Economic Cooperation among Maghrib 
Countries, the Regional Cooperation for 
Development among Pakistan, Iran and 
Turkey, and the Mano River Union. 

A second category of integration 
attempts which will not be examined are 
those that were initiated in the 1980s and 
which are still ongoing. Included in this 
category are four principal trade 
groupings: the Preferential Trade Area for 
Eastern and Southern Africa (PTA); the 
Gulf Cooperation Council (GCC); the 
Southern African Development 
Coordination Conference (SADCC); and 
the Lagos Plan of Action. Each of these 
trade groupings have achieved some 
success. The PTA, initiated in 1984, has 
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begun to implement its program for tariff 
elimination, which has a goal of 
eliminating all barriers to trade by the year 
2000. The GCC, initiated in the 1981, has 
already eliminated virtually all tariffs on 
intra -regional trade. The SADCC has 
helped to increase the amount of foreign 
capital in the region, as well as improving 
the communications and transportation 
links between the group's members. These 
four trade blocs have not been included in 
this study for two principal reasons. As 1 
am more interested in understanding and 
identifying those common factors which 
have militated against successful 
implementation of Third World integration 
schemes, it is more productive to survey 
those proposals which were not successful. 
It is also more difficult to evaluate and 
draw conclusions about these four trade 
blocs than those which have already run 
their course, as partial implementation 
records are not nearly as definitive. 

For the eight trade groupings 
included in this section, 1 will briefly 
outline the basic motivating factors for 
their emergence, the most fundamental 
aspects of their structure, their underlying 
goals, and their accomplishments. It is 
obviously impossible to give an accurate 
portrayal of each of these trade blocs in 
only a few pages. For the purposes of this 
study, it is merely important to 
comprehend the broad outlines of these 
groups. The information in this section 
will provide the basis for the more 
important analysis that will occur in the 
next section, where the common lessons 
that can be drawn from examining these 
organizations will be described. 



Caribbean Common Market 

In the 1960s, the Caribbean 
economies were largely competitive rather 
than complementary, and most of the 
region’s exports consisted of primary 
products such as bananas, sugar, and 
citrus that were sent to the industrialized 
world rather than traded within the 
region. ^ As a result, integration in the 
Caribbean seemed an unlikely prospect. 
However, supporters of Caribbean 
integration maintained that the process 
could have beneficial effects in terms of 
promoting the development of industrial 
goods.14 Discussions therefore 
concentrated on means to increase the 
available market size of the region. 
Integration efforts were aided by a 
relatively common West Indian identity 
that emerged from common experience 
with colonial rule.^ 

The first attempt at Caribbean 
integration was inaugurated in 1965. The 
Caribbean Free Trade Area (CAR1FTA) 
aimed to eliminate all barriers to trade in 
basic commodities, and eliminate import 
duties on manufactured goods over a five 
year period.^ Tariff cuts were delayed, 
however, as the agreement was not ratified 
until 1968. Nevertheless, trade barriers 
were significantly reduced during the first 
five years of the agreement, and the 
proportion of exports within the region 
increased from 3 per cent in 1967 to 5 per 

l^ lnter-American Development Bank, p. 53 
l^ Wionczek. p. 126 

l^ Gamhari . p. 104 

l^Hall, Kenneth O. "The Carribean 
Community." In International Economic 
Integration edited by Ali M. El-Agraa. 1988. 
London: Macmillan Press, p. 220. 



